This paper examines the consumption response to the 1972 Social Security benefit increase. Nominal benefits were increased by 20 percent while annual cost of living adjustments (COLAs) were contemporaneously implemented and scheduled to begin in less than three years. Taken in isolation, this benefit increase could be viewed as a large and permanent increase in real Social Security benefits. However, the prevailing high rates of inflation that were the impetus for the COLA legislation may have caused households to view the permanent real benefit increase to be substantially less than 20 percent. Using data from the 1972-73 Survey of Consumer Expenditures, the results provide a mixed picture of the consumption impact of the benefit increase. Strictly nondurable consumption increases significantly at the time of the benefit increase. However, this increase does not persist. Furthermore, the likelihood of making any purchases from an array of durable good categories does not change throughout this period.
1 A voluminous literature has emerged which examines the impact of these programs, as well as various programmatic changes, on labor supply behavior (See Blundell and MaCurdy (1999) for a review). However, very little attention has been paid to examining the impact of these programs on household well-being. To the extent that researchers have focused on well-being, studies have examined the likelihood that a program lifts a household above the federal poverty line (e.g., Engelhardt and Gruber 2004) . However, the amount of research about how these programs affect household consumption is very scant. This paper examines the impact of the 1972 Social Security benefit changes on household consumption. This law implemented a system of cost of living adjustments (COLAs) for Social Security benefits beginning in 1975. Prior to this amendment, Social Security benefits only were adjusted for inflation on an ad hoc basis which led to a decline in purchasing power between legislative actions. For example, between 1959 and 1970, the CPI rose by over 30 percent while benefits only were raised by 20 percent. While the nominal benefit increases in the pre-COLA era were permanent, the real benefit increases were not.
Not only did the law signed by President Nixon on July 1, 1972 provide for annual benefit indexing, it also that mandated benefits were to be increased by 20 percent starting 1 The figures presented in this paragraph are from Social Security Administration (2004) .
with the checks delivered in early October 1972. Since this benefit increase occurred with the promise of regular indexing to follow, the 1972 benefit increase potentially could be viewed by recipients as a permanent real benefit increase of 20 percent.
In a standard life-cycle/permanent income framework, a real Social Security benefit increase should result in a real consumption increase of the same amount.
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It is important to note, however, that this legislation was passed during a period when prices were rapidly rising. Following the first half of the 1960s when the annual rate of inflation was below two percent, annual inflation rates exceeded four percent from 1968 to 1971. Therefore, the nominal 20 percent increase in 1972 followed by COLA adjustments beginning nearly three years later may have resulted in households viewing the real benefit increase to be substantially less than 20 percent. Since the household's beliefs regarding the real benefit increase stemming from the legislation are the primary determinant of household behavior in a standard life-cycle/permanent income framework, the resulting consumption response may also have been far less than 20 percent.
In addition, the standard life-cycle/permanent income model predicts that consumption should respond at the time that the benefit increase is announced but should not respond when the benefit increase is implemented. Unfortunately, as discussed below, the available data do not permit an analysis of the response of non-durable consumption to the announcement of the benefit increase. The analysis presented here, as with most papers that examine the life-cycle/permanent income hypothesis, will test the prediction of the standard life-cycle/permanent income model that consumption should not change when the benefit increase is implemented.
Using data from the 1972-73 Survey of Consumer Expenditures (CEX), this paper examines the consumption response to the Social Security benefit increase in 1972. The results provide a mixed picture of the consumption impact of the benefit increase. Using the Diary Survey, strictly non-durable consumption increases significantly at the time of the benefit increase. This increase in spending does not persist. One possible explanation for both the consumption response at the time the benefit increase is implemented as well as the subsequent decline in consumption is liquidity constraints. However, the results when splitting the sample by whether or not the household is constrained are not consistent with this interpretation since a large and significant response is found for unconstrained households at the time benefits are increased. Using the Interview Survey, the probability of making any clothing, appliance, or vehicle purchases remains unchanged over this period.
Overall, there appears to be only an immediate and small short-run response to the benefit increase that is inconsistent with both the standard life-cycle/permanent income model as well as the liquidity constrained version of the model. The paper is set out as follows. Section 2 discusses the conditions surrounding the 1972 Social Security benefit increase. The data, the 1972-73 Survey of Consumer Expenditures, is then described in Section 3 followed by a discussion in Section 4 of the methodologies that are used to identify the impact of the benefit change on household consumption.
Section 5 presents the results and Section 6 summarizes the findings.
Background
This section discusses the legislative and economic setting in which the 1972 Social Security benefit increases were implemented.
Social Security Benefit Increases
The public old age insurance system known as Social Security was established with the Social Security Act of 1935. Since that date, a number of changes to the program have occurred such as an expansion in eligibility for benefits, relaxation of the rules governing earned income while receiving benefits, and the introduction of disability benefits. In addition, a number of across the board benefit increases have been enacted in order to help Social Security benefit levels keep up with the rate of inflation. 4 A legislative history of Social Security is given in Solomon (1986) .
The first benefit increase was in 1950 and was approximately 77 percent, with increases ranging from 100 percent for the lowest benefit levels to 50 percent for the highest benefit levels.
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Three additional benefit increases were enacted throughout the 1950s with the last increase occuring in 1959. As prices grew very slowly during the first half of the 1960s, Social Security benefits were not increased again until 1965 when benefits were increased by 7 percent.
In the late 1960s and early 1970s, benefits increased as the rate of inflation climbed from a 1. As can be seen, the benefit increases that occurred during the 1960s essentially kept the average real benefit level constant throughout this period. The benefit increases in 1970 and 1971 actually begin to increase the real benefit levels since they exceed the rate of inflation over this period. The 20 percent benefit increase in 1972 was followed by period of rapid inflation that quickly eroded that benefit increase. In fact, rising price levels prior to the first planned COLA adjustment in 1975 led to an additional 11 percent permanent nominal benefit increase in mid-1974 so that real benefits would not be entirely eroded by the time of the scheduled increase in mid-1975. An important issue from the point of view of households is how they viewed the benefit increases that occured in the early 1970s. If households viewed these benefit increases in the early 1970s as maintaining their long-run real purchasing levels -a view consistent with the ad hoc increases in the 1960s -then these benefit increases should not affect household consumption levels. On the other hand, the benefit increase in 1972 was also accompanied by the promise of future COLAs to maintain these benefits. However, these COLAs were 5 A history of Social Security benefit levels can be found in Solomon (1986) as well as on the Social Security web page at http://www.ssa.gov/OACT/HOP/hopi.htm. 6 The monthly CPI-U is used to deflated the benefit levels in Figure 1 . not legislated to take place until nearly three years after the 20 percent increase. Any inflation in the intervening years could (and, in fact, did) erode the benefit levels. If not for the legislative action taken in 1974, the 1972 increase would have entirely diminished by the time that the first automatic COLA became effective. Thus, households likely did not view the 1972 increase as a real increase of 20 percent, but likely as some lower amount. Comparing the January 1972 benefit levels to the average real benefit levels in 1974 and beyond shows only a 7 to 8 percent real benefit increase. While it is not clear what household beliefs were regarding the amount of the real benefit increase, it is very likely they believed that the real benefit increase was far below 20 percent. 
The Labor Supply Response to Social Security Benefit Increases
The postwar era was marked by the slow decline of labor force participation by older men.
While the decline was gradual during the 1950s and 1960s, the rate of decline accelerated during the late 1960s and early 1970s. These trends are presented in Figure 2 using data from the U.S. Bureau of Labor Statistics. It is important to note that these trends also exist, though to a lesser extent, for households outside of the typical retirement ages.
Among the reasons posited for the decline in labor force participation was the increasing benefit levels of Social Security. Boskin and Hurd (1984) suggest that Social Security benefits are an important reason for the decline in participation between 1969 and 1973 although they do not indicate the share of the decline directly attributable to the benefit increases. Other studies using the same data (the Retirement History Study) but different empirical methods find a very small role for the benefit increases in explaining the decline in work effort (Burtless and Moffitt 1985; Burtless 1986 ).
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These later studies are consistent with the long-run view of households shown in Figure 1 : real benefits were not viewed as increasing nearly as dramatically as nominal benefits.
7 Moffitt (1987) estimates the magnitude of the Social Security wealth shocks using lagged Social Security wealth information over the period from . He shows that the magnitude of the wealth shocks for older households in the early 1970s is far smaller than the shocks that occurred in the earlier years.
8 A larger literature examined the impact of Social Security on retirement decisions using data prior to the 1970s. A number of these studies are cited in Moffitt (1987) .
Data
To analyze the impact of 1972 Social Security benefit increase on household consumption, this paper uses the 1972-73 Survey of Consumer Expenditures (CEX) which was collected by the Bureau of Labor Statistics.
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The CEX uses two survey instruments, the Interview Survey and the Diary Survey, with consumer units (CUs) chosen to participate in one but not for both of the components. The Diary Survey interviewed each consumer unit during a two-week diary period.
The Diary Surveys began in July 1972 and ended in June 1974 with consumer units, totaling slightly more than 23,000 in number, spread evenly throughout the survey period.
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Furthermore, households are also spread evenly across days within the month although the public use data only contains information on the month that each diary week began but does not include information on the day of the month.
The availability of information concerning the exact date of CU expenditures differs across the two surveys. All purchases recorded in the Diary Survey are entered into the public use data along with an identifier for whether the purchase was made during the CU's first or second diary week. Since information on the CU's participation date are available, expenditures in the Diary Survey also can be assigned to a month and year of purchase.
The public use Diary data, however, only contains information on a subset of expenditures even though households were instructed to list all expenses in their diaries. Specifically, food, alcohol, tobacco and smoking supplies, personal care products and services, nonprescription drugs, housekeeping supplies, gas, electricity, and other fuel, gasoline, motor oil, and related products, as well as miscellaneous items not covered by the Interview survey were listed on the public use data. However, this set of expenditures is nearly identical to the expenditures that comprise Lusardi's (1996) "strictly non-durable consumption" that has been in a number of papers that examine the consumption response to income changes using later CEX surveys. Thus, the findings from using the Diary data can be compared to results found elsewhere in the literature.
Unfortunately, the Interview Survey data does not provide information on the month and year of all purchases. Annual expenditures (for either 1972 or 1973) for a number of expenditure categories are reported. However, for a subset of expenditures, information on the purchase month and year is available for each item. Specifically, clothing, household textiles, major and minor appliances, and vehicles are available in separate files that include such date of purchase information. On the one hand, the combination of the two surveys allows a broad cross-section of consumption categories to be examined. On the other hand, only clothing and household textiles have been used in prior studies (although not necessarily always) that examine the consumption response to predictable income changes.
A further complication is that these consumer durables are purchased infrequently which means that only a small share of CUs make such purchases during any given month or even calendar quarter. As such, the results for consumer durables will be presented but are not weighed as heavily as the findings from the Diary Survey.
Both surveys collect information on household income from family members ages 14 and older. Both datasets report total household income as well as the breakdowns of income sources for a limited number of sub-categories such as earned income, Social Security income, interest income, and welfare income. For the Diary Survey, this income information is reported for the twelve months prior to the last day of the diary survey period. For the Interview Survey, income data is reported by households at the end of the entire interview period and therefore corresponds to CU income for the year during which the CU participated in the survey. A non-negligible number of households do not report enough income to be deemed "complete income reporters" by the BLS. For these households, no income information is reported. Since this project analyzes the impact of the Social Security benefit increase, only complete income reporters are used in the analysis so that Social Security recipiency status can be determined. 
Methodology
This paper examines the prediction of the life-cycle/permanent income hypothesis that consumption should not respond when the Social Security benefit increase first appears in the checks of recipients. The identification strategies that are used to test this prediction must consider a number of factors due to the nature of the policy change, the collection of the data, and the information available in the public use dataset. These approaches and the tradeoffs between them are discussed here.
The first approach is to identify the consumption response simply from the time-series of the available data. The Social Security benefit increase (as well as the subsequent COLAs) was signed into law on July 1, 1972 and did not affect payments until the September checks (which are delivered at the beginning of October). Therefore, the time-series allows identification of both a response at the time of enactment as well as when the increases appear in the checks. Unfortunately, the Diary Survey does not begin until July 1972 which prevents the analysis of an enactment effect. And while the Interview Survey collects expenditure information beginning in January 1972, as discussed above it only contains date of purchase information primarily for durable goods. Therefore, examining the consumption response to the announcement of the benefit increase is not feasible.
The use of time-series identification is further complicated by the fact that the law provided an across the board 20 percent increase in benefits. Wilcox (1989) uses aggregate time-series to identify the consumption response to Social Security benefit increases from the mid-1960s to the mid-1980s. However, while Wilcox was able to identify the response from a number of benefit increases of varying magnitude, the current analysis has only one benefit increase to examine.
Nonetheless, the first approach is to use a difference-in-differences approach using Social Security recipient CUs as the treatment group and all other households as the control group. Obviously, there are a number of differences across households based on the family size, stage of the life-cycle, etc. that complicate such an identification strategy. To control for these effects, a set of indicators for family size, race, education, gender and age of the reference person, and marital status are included. Furthermore, no strong parametric assumptions are made regarding the demographic categories and consumption. A full set of indicators for each category of each demographic characteristic are included. E.g., a full range of age indicators (58) are included in the analysis.
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Therefore, the equation that is estimated is
where C it is household i's consumption in quarter (or month) t, X it are the demographic controls described above, SS it is an indicator for whether or not individual i is a Social Security recipient, τ j are a set of quarter-year (month-year) indicators, and τ k * SS it are the 12 The 1972-73 CEX includes six education categories, two race categories (black or non-black), two marital status categories (married or not married). As will be discussed below, top-coding of some of the information limits the analysis that can be performed. Family size is limited to seven categories with seven or more being the last category. Age of the reference person is top-coded at 75. Furthermore, the handful of CUs with a reference person under age 18 have been recoded to 18. Although these limits are not necessary for all of the analysis, they are imposed throughout to remain consistent.
quarter-year (month-year) interactions with Social Security recipiency status. Therefore, the difference-in-difference consumption responses are found in the ψ k coefficients.
As (1) illustrates, the consumption response is identified by examining not only whether or not a sharp change in consumption occurs when the benefit increase occurs in October 1972, but whether this change is concentrated among Social Security recipients. Whereas Wilcox (1989) must infer that the increases in retail sales are due to Social Security recipients making increased purchases, the results here can be directly traced to Social Security recipients households.
In addition, while aggregate time-series data can examine the response of the representative consumer, it cannot determine whether, if any, heterogeneity in the consumption response exists. Using the 1972-73 CEX, such heterogeneity can be examined when using the available information. Unfortunately, limited information on characteristics that may be associated with the spending response are available. However, one such piece of information is the amount of investment and dividend income that the household received in the past twelve months. Since less than half of households report any such income, the consumption response is divided between households with and without investment income.
This division of the response by investment income will also allow an investigation of the role that liquidity constraints may play in the consumption response to the benefit increase (Zeldes 1989) .
One potential concern with this pure time-series approach is the composition of the control group. Household consumption patterns for younger households may not provide a valid control for Social Security recipient households even though a large number of demographic variables are included in the analysis. A solution to this problem would be to limit the sample to households that are at or beyond the Social Security normal retirement age. for the Diary Survey participants.) As would be expected, the likelihood of receiving Social Security increases rapidly during the early sixties and remains relatively constant (given sampling error) for later ages. Furthermore, among households beyond the Social Security normal age, well over 80 percent of households are Social Security recipients. Hence, only a small (and likely select) control group remains if the analysis is restricted to this subset of households. Therefore, all households will be used as controls for this analysis and identification will rely the time-series change when benefits were increased in October 1972.
Another potential concern is that households may be induced to retire by the changes in Social Security benefits. If so, the composition of households used in the differencein-differences approach will be changing from the before to the after period and severely compromise the identification strategy. While the evidence discussed above regarding the labor supply effects of the Social Security benefit changes in the early 1970s is mixed, it does suggest that in the immediate period after the law change, the composition of households on Social Security probably did not change too dramatically.
In the 1972-73 CEX, the share of households receiving Social Security does not change too much over the sample period. Figure 4 presents the time-series share of households in the Diary Survey receiving any Social Security in the past twelve months. Since these households are asked these questions when they are in the Diary Survey, it provides a nearly current time-series of the share of households receiving Social Security over this period. As the Figure illustrates , the share of households receiving these benefits shows no appreciable change over this period. Thus, while the labor supply responses are a concern, they do not appear to have caused any sharp changes in the share of households receiving Social Security in the period immediately surrounding the 1972 benefit increase.
An additional identification approach is based on the fact that while all Social Security recipients had their benefits increase by 20 percent, this change to not correspond to a 20 percent increase in total household income. This approach is complicated by the reasons why the share of Social Security in total income varies across households. Households that do not rely entirely upon Social Security for income are, on average, higher income households. In addition, these households tend to still be working. Therefore, this source of variation may be correlated with a number of factors that are associated with differences in consumption for reasons unrelated to the Social Security benefit increase. Nevertheless, it does supply an additional source of variation to be exploited. The open bars in Figure 5 indicate that there is a tremendous amount of variation in this share across households that are receiving Social Security.
Additional issues are raised when using this second source of variation. First, consumer units report income for the past twelve months and not on a finer scale. In the Diary Survey, since very few households stop collecting benefits after becoming a recipient, CUs reporting collecting Social Security benefits in the last twelve months are highly likely to be current recipients. In the Interview Survey, however, we can only be confident that households receive benefits at the end of the interview year (calendar year) but cannot be sure when households started collecting benefits.
Second, since the date of benefit receipt cannot be determined, it is difficult to determine the share of total household income that is due to Social Security benefits. For older households past the Social Security normal retirement age, it may not be too strong an assumption that income is relatively constant throughout the year and therefore using the share of Social Security income in total income would not present a problem. The solid bars in Figure 5 illustrate the distribution of the share of Social Security of total income for households where the reference person is older than 65. Social Security provides a higher share of income for these households relative to all households receiving Social Security, but there still remains a large amount of heterogeneity.
Third, an important data issue further complicates this approach. The original public use datasets for the 1972-73 CEX were top-coded.
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This top-code does not prevent one from knowing whether or not the household received any income from a particular source. However, the amount of the income received from that source is not available.
13 In addition, to help protect the identity of households, the data were also "bottom-coded". Thus, only limited analysis can be performed using Diary Survey. However, since the benefit increase occurs during the year that the non-top coded Diary Survey data is available, this approach can be applied to both CEX survey instruments.
Results
The results in this section are presented separately for the two components of the 1972-73 CEX. As discussed above, the Diary Survey results are the ones that most readily can be translated to the consumption literature. As such, these results will be presented first and receive the majority of the attention. However, since Wilcox (1989) finds that the consumption response to Social Security benefit increases is larger for durable good retailers, the durable good results from the Interview Survey are also presented. Figure 6 presents the estimated ψ k coefficients, along with the 95 percent confidence intervals, from using all of the CUs to estimate equation (1).
Results from the Diary Survey
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The dependent variable is the log of total expenditure reported in the public use Diary Survey over the entire two-week diary period.
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As discussed above, this consumption measure is very comparable to the "strictly non-durable" consumption measure used in the literature. The time period variables, τ k , refer to the quarter and year of expenditure for the second of the CUs two diary weeks with the third quarter of 1972 being the excluded category. Thus, the ψ k coefficients are the difference-in-difference coefficients for total two-week diary expenditure using the 14 The full set of regression results for this regression are presented in Table 1 . The standard errors are robust to heteroskedasticity. All analyses reported in this paper use the CEX sampling weights.
15 The use of log expenditure allows the coefficients to be roughly interpreted as percentage changes in expenditure. Since less than 0.6 percent of households report no expenditures over the two-week period, the log specification has a very minor effect on the sample composition.
third quarter of 1972 as the "before" period relative to all other quarters and non-Social Security CUs as the control group.
The results in Figure 6 indicate that there is a significant increase in expenditures of roughly 15 percent (with a p-value of less than 0.01) among Social Security recipients in the quarter when their benefits were increased. This finding is inconsistent with the basic life-cycle/permanent income hypothesis which would predict that there should be no consumption response at the time the benefit increase is implemented. The magnitude of the consumption increase is somewhat larger than would be expected given the discussion above in the background section. That discussion suggests that the benefit increase was likely seen as increasing real benefits by far less than 20 percent. Figure 4 indicates that the impact of the benefit increase on real total household income was likely only half the size of the impact on real benefits. Given these facts, the 15 percent result is likely much larger than would be expected.
Wilcox ( One possibility is that the result in Figure 6 for the fourth quarter of 1972 is coincidentally due to one or a small number of outliers. If so, then we would expect that an outlier would impact one of the months during the quarter but not all three months since households can only be assigned to a single month in the Diary Survey. Figure 7 presents estimates of equation (1) where the τ k are defined as the month and year in which the second diary week begins as opposed to using the quarterly information as in Figure 6 .
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Figure 7 shows that expenditures increased by nearly 15 percent between September and
16 Given the large number of coefficients for the monthly analysis, the full set of results corresponding to Figure 7 are not presented here. However, these results are available from the author upon request.
October of 1972. The coefficient for October 1972 is marginally significant. The estimated effect for November is strongly significant while that for December is economically large but statistically insignificant. The monthly results strengthen the case that the response is due to the increase of Social Security benefits.
The remaining quarters of Figure 6 (and months of Figure 7) , however, are not consistent with a permanent increase in consumption due to the benefit increase. Rather than remain permanently increased relative to the "before" period, none of the quarterly coefficients nor of the monthly coefficients are statistically significant. Thus, it does not appear that there were any effects of on consumption beyond the first quarter in which the benefit increase was implemented.
Why would there not be any long-run effect on consumption? One possibility is that households viewed the benefit increase and subsequent COLAs as simply maintaining their real benefit purchasing power over the long-run and did not view the 20 percent increase as a real benefit increase. However, this explanation is inconsistent with the large initial increase in consumption immediately following the benefit increase. Another possibility is that households are very myopic, assumed that the benefit increase was a real increase of 20 percent and that the COLAs, although not due to again take place for nearly three years, would keep real benefits at these new, higher levels. While inflation did erode away nearly half of the real increase by the middle of 1973 (see Figure 1 ), a story of pure myopia would suggest that this increase would decline as the price level increased. Instead, this increase appears to disappear entirely in the first quarter of 1973.
A third possibility, although very much related to the previous point, is that households are liquidity constrained. While they would like to smooth real consumption between nominal benefit increases, their lack of access to the capital markets prevents them from doing so. This possibility can also reconcile the finding that consumption responds when the benefit increase is implemented. Of course, households can always save their income.
Thus, if a nominal benefit increase overshoots the long-run real level and is only increased once it is somewhat below the long-run real level, households could save in the months following the nominal increase to raise spending in the periods immediately before the next increase. Thus, it seems highly unlikely that such a story can explain the pattern found here.
Figures 8 and 9 explore whether there is heterogeneity in the response to associated with differences in investment income.
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Specifically, the estimates examine whether or not the consumption response differs for households reporting any investment income in the past twelve months against those households that do not have any investment income.
The estimation is performed through modifying equation (1) by including separate τ k indicators for households with and with investment income. In addition, the τ k * SS it interactions are entered separately for both of the investment income groups. Figure   8 reports the coefficients on these interactions for households with investment income while Figure 9 reports the interaction coefficients for households who do not report any investment income.
These results are further evidence against a pure liquidity constrained interpretation of the results. For households with investment income (unconstrained households), the increase in consumption is large and significant in the quarter when benefits are increased.
In subsequent quarters, the coefficients are all positive but none are statistically significant. For households without any investment income (constrained households), the initial increase in consumption is nearly significant (t=1.92), and roughly the same in magnitude as the increase for households with investment income. Consumption in subsequent quarters is opposite in sign, although none of the coefficients is statistically significant.
On the one hand, although imprecisely measured, the contrast between the patterns in Figures 8 and 9 for the long-run impact of the benefit increase on consumption is consistent with heterogeneity in the response caused by liquidity constraints. However, the large and significant consumption response for the unconstrained households at the time of the benefit increase is inconsistent with the life-cycle/permanent income model since these unconstrained households should have only responded at the time the benefit increase was announced.
To further explore the response to the Social Security benefit increase, the second identification strategy is also implemented. Under this strategy, the sample is limited to only Social Security beneficiaries. Although all of these households receive the same 17 The full set of results for the specifications presented in Figures 8 and 9 are shown in Table 2 .
20 percent benefit increase, the impact of the benefit increase on total household income depends on Social Security's share of household income. Thus, differences in the response to the benefit increase are allowed to vary by the household's share.
As discussed above, non top-coded income data is only available for the first full year of the Diary Survey which spans July 1972 to June 1973. In addition, the strategy is further complicated since the twelve month retrospective reporting window for income means that the reported share of income from Social Security may not be the same as the share at the date of the survey. To alleviate this concern (to some degree), the sample is also limited to households where the reference person is over age 65. The remaining number of observations is 1,418. To use a parsimonious model that recognizes the limits of the sample size, the analysis divides the response between households with a high share of income from Social Security and those with a low share from Social Security.
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Figures 10 and 11 report the coefficients for the low share and high share groups, respectively.
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These estimates are not the difference-in-difference results that were presented above. Rather, these are time-series of expenditures for each group. For both low and high share households, consumption increases in the fourth quarter of 1972 which suggests that the initial response found in Figure 6 is spread throughout Social Security
CUs. The response continues to be higher for low share CUs for an additional quarter but then declines by the second quarter of 1973. For the high share households, the response decreases following the initial response.
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Thus, the difference-in-difference response would suggest, if anything, that the response is somewhat more persistent for the low share CUs.
However, as with the investment income results above, these differences are not measured precisely.
18 A high share of income from Social Security is defined as having more than 60 percent of income from Social Security. Within this sample, both the mean and median of this share is 61 percent.
19 The full set of results for the specifications presented in Figures 10 and 11 are shown in Table 3 . 20 The responses for these two groups are somewhat similar to those for the full sample when split by investment income. Cross-tabulations of the indicator for having any investment income and for being a high share CU indicates that two thirds of the high share households have no investment income. Thus, the similarity in the findings is not too surprising.
Results from the Interview Survey
The expenditures reported in the Interview Survey are mainly durable good purchases that typically are not analyzed when examining the consumption response to income changes.
However, since Wilcox (1989) finds that the largest response to the Social Security benefit increases in aggregate time-series data is among durable good retailers, it is important to examine expenditures on these types of goods. One problem with durable good purchases is the discreteness of their purchases. At the quarterly frequencies found in the data, clothing purchases are made in less than 90 percent of quarterly observations, appliances purchases occur in 43 percent of quarterly observations, and vehicle purchases are made in 10 percent of the quarterly observations. As such, the analysis is limited to examining whether or not households made any purchase of that type during the calendar quarter in question. Figure 12 estimates (1) using an indicator for whether or not the CU made clothing purchases during the quarter.
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As with the analysis in Figures 6 through 9 , the control group is all non-Social Security recipient households. Thus, the reported coefficients are the response of Social Security households relative to non-recipient households. The results from estimating linear probability models are reported in the Figure. Since households are observed for four quarters, the standard errors are adjusted to allow for arbitrary forms of serial correlation within the consumer unit across quarters. Relative to the base period of the first quarter of 1972, the probability of making any clothing purchases remains relatively constant over this period. There is a significant decline in clothing expenditures in the third quarter of 1972 that rebounds in the following quarter. Since this upward shift is contemporaneous with the increase in benefits, it is may be tempting to attribute this change to the benefit increase. However, given the overall time path of purchases, there is little evidence that clothing expenditures were affected by the benefit increase.
The estimates using appliance purchases, either major or minor appliances, are presented in Figure 13 . These results show no evidence of an appliance expenditure response to the benefit increase. If anything, the response during the fourth quarter of 1972 is very 21 The full set of results for the specifications presented in Figures 12 through 14 are shown in Table 4 .
negative. However, a response of a similar magnitude is also found for the fourth quarter of 1973. As shown in the middle column of Table 4 , large increases in appliance purchases are found for the control group during the fourth quarter, coinciding with the holiday season. As such, when combined with the seasonal response for the control households, Social
Security households also show a seasonal increase in appliance expenditures in the fourth quarter but not to the degree of the control households. Overall, the seasonal patterns of appliance expenditure strongly dominate the results and suggest little, if any, impact of the benefit increase on appliance expenditures. Security benefit increase.
Summary
This paper examines the consumption response to the 1972 Social Security benefit increase.
Nominal benefits were increased by 20 percent while annual cost of living adjustments were contemporaneously implemented and scheduled to begin in less than three years. Thus, this benefit increase could be viewed as a permanent, real increase in benefits. However, as discussed above, the actual long-run increase in real benefits was not only much less than 20 percent, but it is highly likely that households viewed the real increase to be substantially less than 20 percent at the time of the benefit increase.
Using data from the 1972-73 Survey of Consumer Expenditures, the results provide a mixed picture of the consumption impact of the benefit increase. Using the Diary Survey, strictly non-durable consumption increases significantly at the time of the benefit checks are increased. However, this increase in consumption does not persist. Using the Interview Survey, the probability of making any clothing, appliance, or vehicle purchases remains unchanged over this period.
The results found here are difficult to reconcile with the standard life-cycle/permanent income model. Since the benefit increase was announced three months before it took effect, there should not be a consumption response at the time when Social Security checks were increased. Contrary to this prediction, consumption increases when the benefit levels are increased. One possible explanation for both the consumption response at the time the benefit increase is implemented as well as the subsequent decline in consumption is liquidity constraints. However, the results when splitting the sample by whether or not the household is constrained are not consistent with this interpretation since a large and significant response is found for unconstrained households at the time benefits are increased. Low Share is households with 60 percent or less of total income from Social Security.
High Share is households with more than 60 percent of total income from Social Security.
The excluded time period is quarter 3, 1972.
These regressions also include a full set of individual age indicators.
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